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PREFACE 

THK. increase in the yearly production of Gold 
and the rise in Prices which have occurred in 
recent years have led to a renewal of the con- 
troversy as to the influence of Money on Prices. 

One pnrty to this controversy holds that, under 
modern conditions, the Quantity of Money has a 
very slight and negligible influence on Prices, 
which are mainly determined by Credit. Their 
opponents hold that the Quantity of Money has 
a substantial influence on Prices, and assert that, 
''other things being equal, the general level of 
Prices is determined by the Quantity of 
Money : " they admit that during any portion 
of time which may be chosen the " other things " 

1 cl e nc 1 to be eq al tl c t tc ne I 
of the Quantity Theory may vary 1 
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way the Quantity of Money affects Pi ices, and 

issumption that "othei things <ue equal" In 
douig so I cannot avoid dealing with the lelv 

couise, lefer to the Quantity Theory, but I do 
not discuss the lattci Theory fully or at gieat 
length In my opinion its soundness, suhject to 
certain limitations, is beyond question and the 

of Money, and by .1 general F,ill in Trices, due 

found and far-reaching that it often leads to 
impoitant social md political changes 

Inflationists who hope to mcie.ise leal wealth in- 
definitely by meie additions to the Cuuency, but 
I find myself dnven by the logic of facts into 
holding that the question of the influence of 
the Quantity of Money is one of the hist im- 
poitance in the present day, and will be of 
increasing importance as time lolls, on 
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pioduce stimulate the Land Agitation in Iieland, 
.mcl the Land Agitation put new life into the 
Home Rule Movement which has plunged the 
coimtiy into A sea of difficulties The fall in the 

supply of Gold instead of with j, gic.it incitase 
in the demand for it, the claim foi the i eduction 
of lent o ild have been weakened 

I h.ive seen many of the lush peasants pm- 
clwse then holdings when the lents hud been 
i educed owing to the fall in Puces, and do so 
with tl e ss stnm e of the Public Ciedit, when 
th.it Ciedit was, at its highest owing to the 
i eduction in the late ol pioht caused by tilt 
gene al Ml m Pi c 

though the Credit of the Untish Goveinment 
be pledged 

Snnilai pincluscs, whethci in Iielnml 01 else 
where, could not be made in the picsent day on 

satisfactoiy results 



I gl dwl le 1 ce eref 11 g a 1 I 1 
ee Protect o d c e 1 ted tl e Co t e 

i d la ff Hefo tl E 5,1 1 le tie 

nfl e ee of g 1 es lie g o tl t tl e 
P blc Re e e e luce tie d ffic Ity wl cl 
Go e ne t o Id otl e se exp e ce 
meet g tl e 1 1 eral c le of expend t e 1 cl 
p e i k tl e p e e t Hy a d M te s of 
F ce b Id up re], t t o o es It 1 cl 
a c 1 to tl e ic e e 1 i od ct f Gold 

II ee ae e ely exan].lc of tl e t f d 
a d btle fl e e 1 cl tl St d d of 
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away many difficulties, but may cieate olheis 

in Money, is an nnpoitant element in the 
Laboui Unrest at the piescnt moment, and 
Legislation is invoked to adjust Wages to 
Pi ices 

I put forwaid no pioposals foi a icmedy I 
mciely state the conclusions at which 1 have 
ai rived, in the hope that otheis may be induced 
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question may be obtained before the difficulties 
anse which seem likely to occur in the future, 

ft. hue. 

I should feel relieved if it could be shown 
that my apprehensions were groundless 
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SUPPLY ON PRICES AND PROFITS 



Bu ORE attempting to investigate the manner 
ni which Gold acts on Puces, iiudu modem con- 
ditions, it is expedient to make a few remarks 

In the Hist place I shall assume, unless the 
contiaiy is stated ot is <ippiuent flora the context, 
thai the countiiLS with winch 1 am dealing make 
use of Hit Gold Stnixlnid 

Gold .ids on 1'nccs by being used as Money, 
and I shall define Money as including both Gold 
coins ol lull \\eight and also Monetaiy Gold, 
the latlci Icnn (knoling uncoined Gold held 
m Bunks ab n icscive and which can be coined 
at any time if ncccssaiy 

In the turn Money, ab oidmaiily used, i 
numbei of things me included wlucli aic not of 
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the same natuie, and if we aie to avoid eiior 
and confusion it ib essential to att ich a definite 
meaning to the woid befoichind and to adheie 
consistently to that meaning I lecogmse that 
Token Corns and Paper Cuuency me commonly 
known as Money, and that what is tailed Money 
in the Money Market is something of a totally 
different nature, but foi the purposes of my 
argument I do not include these undei the teim 
Money 

Most of the eiiors which are committed in 
discussions (egaidmg the Standaid of Value aie 
due to the fact that in oidmaiy life we measuie 
the Values of all other things by lefeience to 
Money, and thus fall into the habit of heating 
Money as if it had an mheient 01 intrinsic Value 
This en 01 is fundamental and has obtained such 

sihle for anybody to discaid it so completely that 
he shall um no nsk of falling into it it miguaukd 
moments Value in Political Economy means 
Value in Exchange, and the Value of anything 
as, compaicd with anything else is simply the 
ratio in -which it will exchange foi that other 
thmg, and no aiticle can possess mheient 01 in- 
trinsic Value If the value of A changes in 
relation to B, the value of B changes at the same 
time in relation to A in the same degree but m 

It is sometimes said that the Value of Gold 
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has changed <uul that, as a consequence, Puces 
have men 01 fallen, as the case may be, the 
assumption being that it was a puoi change in 
the Value of Gold winch caused the change in 

Tins mode of expiession is misleading, as there 
is not a quality of Value mheient in Gold which 
by its .ilteiation causes Puces, to use 01 fall It 

the alteiation m the V.ilue of Gold, and the 
Value of Gold m iclation to any commodity has 
not changed unless, and until, the Puce of that 
aiticlehasusenoi fallen 

It will be shown heicaftei, howe\ei, thit an 
alteration in the Puces of some aiticles, if due to 
an mciease 01 decicaso in the Quantity of Money, 

bnng about an alteiation in the Puces of othei 
articles Foi example, if A and B, undei eco- 

a ceitain lalio then icspcctive pi ices will con 
form to that latio, uul if the puce of one of 

of money such use in puce will necesuuly he 
followed by A couespondmg use m the puce of 
the othei In this suibe it may be said that the 
Value ol Gold having altcicd m icspect to A its 
Value will ilso be alteicd m icgaid to J! , tins 
icsnlt would not be due to an alteration in an 
mtimsic 01 mheient Value in Gold but would be 
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Let us now coiiMtlu what is meant by 
'Pi ice" 
If a faimei sells a bullock foi 20 he is entitled 

soveieigns and, puietioally, that means that he is 
entitled to icceive the amount of Gold contained 
m twenty soraeigns He may, howevci, take a 
cheque on ,i Bank foi 20, and lie may pay the 

Subsequently, when he makes a piu chase he may 
tiansfer the claim to the 20 which is, at Ins 
ciedit in the B,mk, to the puson fiom whom he 
made the pmch.isc In such .1 case, he will not 
ha\ e handled, 01 even seen, the Gold to which 
he had a chum, and which claim he afteiw.iuls 

chosen to do so he might have demanded twenty 
demanded twenty sovcicigns fiom the Bank at 

And the pcison to whom lie Uansfeiicd his 
claim might have taken the cheque which he 
received to the Hank upon winch it was diawn 

Bank 
We thus see that, in buying and selling, Gold 
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as Pounds Steilmg) is used .is a Measure of 
Value, and may he so used to effect the e\- 

auy Gold passing fiom hand to hand, but always 
subject to the condition that the peison who 

t po h g pa d n Cold by t! Ba I on 
wh 1 tl e cl eq e 1 aw Gold s tl e fo c 
o tl ng no e tl i nerc b t ct Stands d 
ot\ al 1 cl e Ho exi e tl c elat on 

wl cl on- od t c 11 excl ge fo c cl tl c 
11 q a tty f Coll 11 s- a mcl t 
rep e t tl e \ al c of a a t le tl at be ng 
s Id may be le n del i tl e p cl c s 
al ay 1 al le to be d a lei 1 o net ne 
d a 1 1 
Wle n po e s Goll d 1 e to 

P ce 

If le 1 t obtin Goll to tie 

At fo 1 oa d g o f y otl e p i e 
tl e com -nod tj 1 e p t \\ tl o de to bl 
Gol 1 1 e 1 at tl n k t ] c d tl e 

q tty of G Id le ce c o e l0 nl tl 
tl at 1 c 

1 ccs n j 1 e c 1 a co c t e of 
exp g tl e t o 1 1 c n o It c 11 

excl i g fo o o H e nd ge c ally e 
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so used, 1 but the scale of Pntes always 
represents the actual Value of commodities as 
compaied with Gold, and the man who wishes 
to exchange Gold foi commodities 01 com- 
modities foi Gold, must moke the exchange in 
accoidance with Maiket Pi ices The poisons 
who exit act Gold ftom the Wines exchange that 
Gold foi commodities, in one w.iy 01 othci , the 
Gold that is used in the Aits is obUincd by 
exchanging commodities foi Gold , the Gold that 
is hoaided in India and clscwhue is obtained in 
exchange foi commodities, the Gold that is 
passed fiom hand to hand in buying and selling, 
and the Gold that is moved fiom one Bank to 
anothei 01 ftom one Countiy to aiiothei , is one 
of the ,11 ticks which aie included in the Woild's 
system of exchanges 

Money is, thciefoie, not an .ibsti.icl, 01 
nominal, Mcasuie of Value, but icpiesents a 
definite quantity ol a metal called Gold, which 
met.il is continually being exchanged against 
othci things 






" Goi D ind Silvei having been chosen for the 
geneml medium of diculation they aic by the 
competition of commuce distributed in such 
piopoitions amongst the diffeicnt countues of 
the wotld as to accommodate themseh es to the 
Natural Tiaffic which would take place if no 
such metals existed, and the tudc between 
coimlnes weic ptnely a Uade of baitci " 

In. this passage two pi maples of gient 
impoiUnce me Imd down by llitaido Tiadc 
is stated to be cauied on as if nndci a system of 
biutci m otliei woids, tlie inLios in which 
commodities exchange foi commodities aie 
detei mined by economic eonsidciatoom and aie 
independent of the Standaid of Value and of Ik 
paiticulai fmm ol Cunency winch may happen 
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to be in use The Puce of each nilicle rises 
or falls untlei the opoahon of economic, in- 
fluences , Puces, theiefoie, bt.u such iclations 
to each othei as economic consutei atiom 
icquiie 

I do not coiisidci it nccessaiy to spend time in 

almost self-evident and, so ftii .is 1 know, it 1ms 
ncvei been challenged by any Economist It 
does not mean, of com so, that Pi ices aie always 
in exact iccoulance with economic influences, 
foi Puces aic detei mined by human bungs who 
aie liable to nuke mistakes Hut thcie me 

mistakes, and PILCCS always tend to be itgulated 
by economic considerations 

In buying and selling, all li.insactions aic 
expiessed m Puces, .vncl it follows horn v,lial has 
just been s.ud tlmt I'uccs move in such nmimci 

foi commodities shall be caiiieclon in accoidunce 
witli the play of ccononuc ioiccs If tlic supply 
of any commodity falls off its Puce uses In 
othei woids, a sinallu quantity oi it will e\- 

atticle Its Puce 1ms moved m obedience to 
an economic foiec and the use in Puce ic- 
picscnts exactly tlie altcuition ot the latio in 
which it exchanges foi othu things 

The scale of Puces luch picv.uh at any 
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moment lepiesents the latio in winch commodi 
ties exchange foi each othei ' 

If Silvei weie used as the Standaid of Value 
instead of Gold, Puces would beai the same 
i elation to each othei as Puces stated m Gold 
do The quantity of metal changing hands, 01 

would be gi eater , the piopoitions between the 
quantities of metal m each case would be the 

The second piopobition which Ricaido lays, 
down is to the effect that Gold and Silver having 
been chosen as the geneiil medium of en dilation 
they aic dis>tnbuted by the competition of 

woild m such piopoitions is aie lequned 
Ricaido speaks oi Gold and Silvei as the geneial 
medium of ciiculation At the time at which 
he wrote, Gold and Silvei weic used as Cuncncy 
undci what has been called a Bimetallic system, 
and practically, the same i itio of Value was 
maintained between the two metals, so that loi 
the puipose which Ricaido had in view they 
might be tieated as one This, is the case no 
longer, find as all the chief nations of the woild 
now use Gold alone as the Stand.ud of Value it 
will be convenient to substitute Gold for Gold 
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and Silver in dealing with Ricaido's pioposition, 
<md this is the couise which I shall adopt 

It will be obvious that no man engaged in 
business, and no Bank, will keep more Gold in 

an oppoitunity to m.ike a pi out Gold may be 

means of obtaining othei foims of Capital, and 
to keep Capital lying idle is wasteful On the 
othei hand no Kink and no business man could 
affoid to keep less Gold in hand than is icqimed 
foi business pui poses As a consequence, eveiy- 
body engaged in business is caielul to see that 

is neithei gieatci noi less than he lequnes If 
cveiy peison so m.mngcs his nfians tluit his 
supply of Gold is equal, and not nioic Limn 
equal, to his wants, the supply of Gold Llnough- 
out the woild must be so adjusted fiom time 

of eveiy place \Uiue Gold is lequncd The 
pretation of these wants by men ol business who 

decision and to keep only the exact amount of 
Gold which they need 

Undei modem conditions the tiadei depends 
upon his Bank to keep a sufficient supply of Gold, 
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and eveiy Bankei who finds his stock, pf Gold,, 
falling below what he consideis safe, takes siepff 
to stop the diain, and, if necessaiy, to add to his 



against its impoits and the claims on other 

ngan t t And if theie is an imfavomabl 
balance against <uiy coiintiy the Bate of Exchange 
falls, this fall stimulates expoits and check! 
impoits, and if cqinhbiium is not theieby lestoied, 
the IUte of Exchange must continue to fall until 
it becomes piofiUble to export Gold if necessaiy, 
this e\poitot Gold must continue until thete is 
such a fall ] in Puces in the countiy against which 
theie was an unfavomible balance, and such a 
use of Puces m foieigu countues, that equili- 
bnum is icstoicd by still finthei incieasmg 
expovts And diminishing imports. What I have 
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: a! and 

If the one count! y has ,i Gold St I 1 1 
the othei h.is .1 Silver SUncUid, 01 makes use of 
inconvtitible papei, tins flow of the matenal of 
the Stmid,ud horn one tounhy to the oth. 
becomes impossible, and Hie adjustment ol the 
balance of indebted! e bet ec ll e m st I e 
effected by an iltei.ii.ion in the Rale of Ex- 

expoit of tile cuit cut Money with ,i consequent 
adjustment of the scales of PC tl I 
countnes The fall in Exchange must, in such 
cases, be c.inied out to any extent that may 1> 
neccswiy, and 1 e e e p 1 fc 1 t 

comp.ued with that oi the othei I do not 
oveilook the fact that i Icmpoi.ny adjustment of 
the balance of indebtedness may be efleeted by 

feiung seenutieb to it, but such a tcmpoiaiy 
that the scales of pnees in the two eonnliies 

fall in iclative pi ices, if the two eo t cs use 
the sinne Staudnul ol Values The inclining 
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of debt 01 the tiansiei of secunties fiom the 

position of the debtoi countiy woise th.ui it 
WT s ce tl e g of debt 01 the tianstei of 

the same Standaid of V.ilue, iltciations 111 Puces 
and fluctuations in the Ruteof Exchange piovide 
the means by which the exchange of commodi- 

with economic influences, and that theie is a 
natuial piocess by winch Gold, when that metal 

thioughout all Gold Standaid oouritnes in such 
propoitionb as may be icquiied in each place 

When the countnes have diffcieut Standaids 
of Value, the lespective scales of Puces in the 

hhimm is seemed by an alteiation in the iclativc 
Value of the two Monetiiy Standaids 

If the twocountiies have Gold as the Standaid 
of Value, but one of them, as m India m the 
piesentday, does not use Gold as Cuiiency, the 

matic, and aitificul means,, which I need not 
that lesult 
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1 1 will be admitted that an mciease in the 
Quantity of Money must cause some use in 
Puces, unless the mciease is countei, acted by 
some othei cause, and us the exchange of 
commodities foi commodities is icguktcd by 
economic considerations, and earned out, in piac- 
tice by ilteiations in Puces, the use m Puces 
due to an inci eased Quantity of Money must, 
when the use is completed, be in the a 
proportion in the case ol each commodity, if 
tins weic not the case the latios in which com- 
modities exchanged foi eaeh othci would be 
altered in such a way that exchange of commo- 
dities foi commodities would no loiigei lake 
place in aecoi dance with ceonom c fl c c 
Nor does it seem to me to be possibl t \ [ c 
that any othci law icgulatcs the use of P ce 
when the Quantity of Money is mcieased than 
that which asserts that the rise m Prices is 
pioportional to the mcieasc m the Quantity of 
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Money, if other things aie equal The influence 
of an moiease in the Quantity of Money, other 

law and cannot be haphazard, and it seems to be 

the Quantity Theory 

In the piescnt woik I have set myself the task 
ot explaining the method in which Gold affects 

arguments which can be employed in support of 
the Quantity 1 hcory They will be found else- 
where and I need not lepcat them, though I 

very impoitant limitations of that Theory which 
are due to the condition that othei things must 

Some persons have supposed that an increase 
in the Quantity of Money caused a direct and 
general increase in leal wealth, but this is not the 

can laise Puces, and the Value of the wealth of 
a countiy meimn id m Gold will show an increase, 
but the real wealth will be just the same as 
befoie, except in so fai as, Gold may be lequired 
foi pin puses olhei than that of Cunency, and 
Gold will have fallen m Value in exact piopor- 
tion to the use m Puces 

A laige increase in the production of Gold 
may cause a special distuibanee of Prices m the 
countiy wheie it is pioduced, and a furthei disluib- 
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Money, but, as we have nhcady seen, fmces aie 
at woik which distribute the Gold m due pro- 
poition ovei all eountiies. which make use of a 
Gold Standard ,ind Cuiiency When the adjust- 
ment of Puces Iws been completed business will 
go on as before Whit happens m such a case 

the point of entiy, but natui<il forces quickly 
geneial level 

incicase in the Quantity of Money dots not 
muease the ic.il wealth of the woild, the slate- 
raenl musl be undeistood to be limited by the 

Pi ices and h\cd money p.iy merits have been 
fully canied out thioughout the commcicml, 
mdustii.il, and hnaneial woild Until that is the 

muease 01 decrease in the Quantity oi Money 

as I shall endeavour to show heicaltci 

As I have ahcndy said, I do not propose to 
repeat the aigumcnls m suppoit of the Quantity 
Theory of Money, they me available to the 
student in other works and T could add nothing 
to what has ahcady been said on the subject 
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The aigument nid in my opinion the sole 

employed in attacking the Quantity Theoiy is 
based on the gicat dc\ clopmcnt of Cicdit in 
modem times Puces, it is said, aic detei mined 
mainly hy Cicdil, and the mciease 01 deeiease in 
the Quantity of Monty has little 01 no effect on 
them 

gone so fai as to nisei t that Money /? Cicdit, 

Money, quantity foi quantity, md that as the 
qumtity ol Ciedit in the United Kingdom is 
16,000,000,000 i and the quantity of Gold only 
100000,000, .my ujnsideiable altciation in the 
Quantity of Money could onlj ifftct Puces in a 
\eiy slight dcgiee, 5,0 tliat e\cn if the Qumtity 
of Money wcic doubled the mcieasc in puces 
would only be in the piopoition of 100,000,000 
to 6,200,000,000 ot as 01 to 02, being 1 pei 



pei veiling the natmal meaning of language 
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THE woid Ciedit has mmy shades of meaning 
and it is nccessaiy lo make clem in what sense 
it is used when we sptak of Ciedit as contiasted 
with Money On tinning to the Diotionaiy 1 
find tint Ciedit is explained to mean Belief, 
Ciedcnce, Tiusl, Faith , if we eximme the use 
of the woid in tlie daily business of the woild we 
hnd that it is coneetly employed, the essential 
fact being that, undei a system of Ciedit, men 
pn,it with viluable piopeity without at the same 
time leceivmg something of equivalent Value, 
,md sue content to accept ,\ piomise that ,ui 
equivalent will be foithcoinmg (it.ilutincd.itc 
They hutt the pcisons with whom they aie 
dealing m the belnf that they will fulfil then 
piomiscs at the appointed lime 

The giving of Ciedit in this way is not a 
modem invention, and picvails even in the most 
backwaid couritnes , m such places the local 
shopkeepei is in the habit of supplying his cus- 
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lomeis with what they icquiie, debiting them 
with the amount oi the Pi ice and, subsequently, 
crediting them with the Value of the pioducts 
which they sell to him 

Even the ekboi.ite system of Ciedit which we 

is the following evtiact fiom Loul Claicndon's 
Histoiy of the Rebellion ng.unst Choiles 1 will 
show - 

" The Pnncc of Change said that he believed 
that they who knew London so well would 
womlu \ciy much that he should luvc been en- 
thousand pounds and that the nchcst men in 
Amstcidim had piomised to supply him with it 
md that one half of it was notyctpiovidcd 
He could have double the sum in less tune if be 
would iccenc it in papa which was the couisc 
of th it countiy , and when, baigams being made 

within ten days, it was nevei known th.it twenty 
time, but by bills and he did icully believe 

good occasion, yet they would be tioublcd to 
bung twenty thousand pounds togcthci in any 

Voi the puipose I have in view it is essential 
tint the icnliutui oof Ciedit should be clcaily 
undci stood, and I shall now piocecd to show 
how the modem system of Ciedit could luvc 
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to be <i descuption of the \say in which the 

matter is I propose to do simply because tins 
comse enables me to bung befoic the mind of the 
leadet the essential featuies of oui system of 
Ciedit 

with e.ich othci in the way of buying and selling 
they will soon find that it will save trouble if, 

shown by the accounts By so doing they (1) 
sai e themsch cs tiouble and (2) effect an economy 
of Money mid theieby scenic a. saving Foi 

that they should have confidence meichothci 

extent, one of Ci edit 

If there weie half-a-do7en men dealing with 
each othei on this pimciplc they would soon 
discover, if they all lind conhdence in one 
.mother, tint instead of each man paying <i 

cut foi 
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the ncwcomei and the othci five were piomptly 
made known to lum so that he should be kept 
iloimed ol changes in the financial position of 

g itces might subsequently he gr c 
and the Guaiantoi could fiiuly make u cliaigc on 
Undei such conditions theie would not mucly 

to puichasc commodities although they had no 
Money in then possession, and in tins way could 
obt.im the use of capital without having to pay 
Money foi it, 01 to liansfci any aiticle of value 
in exchange foi it beloiehand 

A fuithei advance would be made if all the 
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pcisons concerned had such confidence m the 
oiigmal Guarantoi as to leave then balances in 
Ins hinds, and so save themselves the tiouhle of 
paving out 01 icccivmg cash, on condition that 

demand to each peison any balance that might 
happen to he standing to his eiedit When this 
stage had been leached the Guiiantoi would, foi 
piactical puiposcs, have attained to the position 
of a modem Bank, and the cflcct of this ex- 
tension of the system of Cicdit would have 

1 L'o effect 11 saving of time and tiouble in 
moditics, as well as in othei tiansactions m- 

2 To eOfeet a gieat economy of Gold 

To enable poisons, who wcic tiusted, to 
obtain commodities, 01 the use of capital, with- 

or othei valuable pi opei ty 

The lattci considei.ition is of gicat importance 
Undci a system of Banking the public keep 
then balances at a Bank The contiol of the 
capital wlnth is icpicsented by these balances is 
theicby conccntiatcd and placed in the hands of 
one authoiity instead of being scattcied among a 
niimbci of poisons who would find it difficult to 
combine foi any common puipose The Banker 
m virtue ol the Gold which he owns, and the 
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balances deposited with linn, is able to make 
idv,mces to his customeis and the advance of 

by the Bank that the customei shall be able to 
10,000 The Hank's cnstoineis will oulimuily, 

balinces in the custody o( the Bank Conse- 
quently the Rankei, in making loans and 
advances, is not limited to Hit amount of capital 
with which he commenced business plus the 
amount of his deposits He is able to make 
lo ins and iulvimc.es to any extent, subject only 
to the condition that he shall be able to meet 
all claims against him, and, specially, that he 
shall be able to gn e Gold to my customei who 
asks foi it As has been well said, Banking docs 
not cicatc Capital out ol nothing, but the conliol 
of Capital is conecntialed at the Bank, and the 
Bankei by means of loans and advances, in one 
ioim 01 othei, enables the poisons in whom ho 
lias confidence to obtain the lemponny use ol 
Capital The Bankei is nuclei the sliongcst 
inducement to see that Capital passes into the 
hands of those peisons who aie able to use it to 
the best advantage The poison who can use 
Capital to the gieatest achnnlagt will be anxious 
to obtain it and will be in i position to pay 
foi tlvc laeihties affoided him, and if the 
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cannot use Capital piohtjbly he inns the nsk of 
loss 

Owing to the existence in diffcient pails of 
the woild of Banks whuh have a good knowledge 
of the clmmc tei and standing of then icspcetive 
cnstomeis, and aie well infoimed as to the 
financial position of cadi othci, the whole 
cnili/ed woild is linked together by a gigantic 

important economic effect theicby piorluced, by 
coiiccntiatingconhol ovei Capital and ensiiiing 
th.it the powei of obUming Capital shaU be 

best advantage, an enoimous economy in the 
use oi Gold is effected The Banks, in addition 
to then othei hinttions, seivc. <is Clearing Houses 
foi then uislomeis, wheie claims aic set oft 

hi Gold Stanclaid countnes the PUCL of an 
ailicle lepicstuts the exact amount of Gold foi 
which it will exchange, and it is difficult to ste 
how the system oi Ciedit which exists could 

would, except in so .u <is that system effects an 
economy oi Gold, and in tins way icndeis, \ 
\argu quantity of it available foi gcueial pui- 
poscs The use of Ciedit docs not dnectly affect 

mid if these commodities aie found to be the 
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equivalent of a laigei amount of Gold it is 
reasonable to hold that the available supply of 
Gold must have mci eased 

The saving of time md tioiible in making 
payments and the facilitating of the piohtablc 

icsulij, of oui modu system of Ranking, icndei 
it possible ioi commodities to be pioduccd, and 
dealt with, at less cost, and could not possibly 
tend to VMSC then Puces, since Puces icpicscnt 
the ratios in which they exchange foi Gold On 
the othei hand, economy in the use oP Gold 
would natuiilly cause all Puces to use by 
loweung the Value of Gold in i elation to othei 
ai tides 

But this simple explanation of the mannci in 
which, and the extent to which, Banking, 01 the 
system of Ciccht which now pievails, iffccls 
Puces is not univci sally accepted 

The pcisons who icject the Quantity Thcoiy 
of Money attach an influence to the effect of 
Cieclit on Puces which might fauly be clcscubcd 
as magical They say that Cicdit li/is the same 

tity, and as the quantity of Ciedit is much gicatci 
than the quantity of Money, and fluctuates much 

that the influence of Money is piactically negli- 
gible 

Tl eie s a ci i which it is tine that Cicdit 
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has the same efftet on Puces as Money, quantity 
foi quantity, and there is a sense m which the 
statement is wholly incoiiect If 1 go into a 
hoisc-fau in IicUnd with 10,000 to my ciedit in 
the loLal Bank and use it 111 puichasmg horses I 
pi oduce exactly the same effect on the Pi ice of 
hoiscs in that fan as if 1 had 10,000 sovereigns 
in my possession ind pui chased the hoises by 
tiansfening the so\eieigns to the selleis In 
such case a Ciedit foi 10,000 will have had the 
sime effect on the locnl Pnte of horses as an 
equal amount of Money would have had But 

steihng of Ciedit to one 01 moie peisons and the 
use of that Ciedit in piurhasing certain aiticles 
has the same effect on the genet al level of Pi ices 
as the addition of 1,000,000 in Gold to the 
Money of the world is a totally diffeient piopo- 

If gold of the value of 1,000,000 is obtained 
horn the mines it quickly finds its way into a 
Bank 

No liankei will allow El ,000,000 sterling to he 
idle, and lie will issue Ciedit against it in order to 
make a pioht 

The amount of Ciedit which may be issued 
against a icscive of 1,000,000 in Gold vanes 
in the case of diiicicnt Hanks, but is gieatly 
in excess ol 1,000,000, and consequently 
1,000,000 in gold has a gicatei effect on Puces 
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than 1,000,000 of Cmlil because itgnes use 
to an issue of seveial millions of Ciedit 

It must also be iccollcctcd that the gi anting 
of a cicdit of -61,000,000 to any paiticulu peison 
piobabh, mdoidmaiily.imolves a icstnction in 

iftheie has not been simultaneously an mc.ic.isc 
in the Bank's lescivc, so that the giant of a Ciedit 
of 41,000,000 by no means indicates an mciease 
of the total of Cicdit by that amount , it is moic 
likely to indicate that though theie is a gieatci 
demand foi the ai tides lh.it aie to be dealt with 
by means of that Ciedit thcie is a couesponding 
i eduction m the demand (01 ccitamothci 'uticles, 
so that the use and fall in Pnccs balance eacli 
othei with moic 01 less accuiaey, and leave the 
gcneial level of Pnccs unaffected 

All Puces must bcai the due- economic iclation 
to each othei, and no possible me i ease m the 
amouutofCicditgivc.il by the Bunks can laisc 
the ivengc level of puces beyond the limit 
imposed on ccitain classes of Puces by the 

eithei as com to be passed fiom hand to hand 
count! ics that use the Gold Standaul must, 
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The pieseut system of Ciedit HO doubt pro- 
vides, gi calei oppoi tumties Joi <i speculative use 
in cciUin Puces than would exist if Money only 
weieused in buying and selling Tf Money only 
wcic used tlie poison who wished to speculate 

of doing so He would have to borrow Money 
in the lonn of coin horn a numbei of pcisons m- 

Bul a tempoiaiy use in the Piices of ctitain 
aiticles due to speculation is a totally diffeient 
thing fiom a genual use in the aveiage level of 
all Puces, 

The thcoiy of the equality of the influence of 

is earned to the extieme when it is said that thcie 
is 0,000,000,000 of Ci edit in the United King- 
dom and only f.100,000,000 of Gold, and that, 
consequently, the effect ot doubling the quantity 
of Gold, would only be to laisc Puces in the pio- 
poition of 0,100,000,000 to 6,200,000,000, as 
61 to 62 01 by 1 pei cent Tins icasoning 
assumes that Ciedit and Gold aie used in exactly 
the same way in modem business and lie in 
piaeticc intuchingeable, and that the lesult of 
mciensmg the Quantity of Monty leaves the 
amount of Ciedit, measuied in pounds steilmg, 
unaltered Nothing could well be fuithei from 
the tmth 

It is impossible to believe tint the Banks 
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would, unless tlieie was some gi eat cli.mgc m the 
conditions, hold icsenes of twice the magnitude 
they now do and at the same time not inciease 
the amount of then loans <md advinces, 01, in 
othei woids, add to the amount ol Ciedit, ind 
unless the amount of Ciedit issued by the Banks, 
is independent of the magnitude of the icseivcs, 
the aigumcnt above lefenul to ialls to pieces 
It m ly also be pointed out that a leduclion of 
Credit by 4100,000,000 spiead ovti the United 
Kingdom would not have .1 veiy gicat effect on 
the aveiage level of Puces, hut a leduelioii of 
much less than 100,000,000 of Gold would m- 

the time being This shows thai Gold and Cu dit 

It has even been sud that an mcicase m the 
quantity of goods that can be pledged as 

piopoitionately, and that this inciease of CicdiL 
causes a gencial use of Puces 

A iKinukable icsiilt if it could be accepted I 

a laigei quantity of goods to he the equivalent of 
the same quantity of Gold 

piepaied to pledge as secimty can, no doubl, 
get an advance 01 loan fiom a Bank, but 
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without icgiid to then icseives of Gold, and 
it -would seem moic i&isoruble to hold that a 
gieat mciciisc m tlic quantity of goods would 
lend to each nuin getting a less .urioimt of Ciedit 
measuied m pounds steilmg in piopoition to 
the quantity of goods pledged and dealt with m 
the market, ,md to a consequent fall in Pi ices, 

in Commodities, while the Quantity of Gold 
to lc,ul to less Gold, ,md not inoie Gold, being 

modities 

ThuLy yeais ago the woild's Annual pioduc- 
tion of Gold was about 20,000,000 In iccent 
years about the same amount has been hoarded 
yeiuly in India on the avu.ige, while an equal 
amount has been used up in the arts It would 

that an increased pioduction of Gold has 
piactically no effect on Puces would explain how 
long Puces would continue to use as they have 
been doing in lecent ycais, while 4.0,000,000 
yuuly was being withdiawn fiom the Money 
ol the woild and only UO,0()0,000 added to it, 
and would satisfy 0111 not unreasonable appre- 

statc o( Unrigs 



ISIIAII now give in illmtiation which will 
bung bcioic the mind of the ic.ulci the method 
by which an inciense in tlic quantity of Money 
nffcLts all Puces undci om system of Cicdit 
Let it be assumed that tlicie me six countnes 
which ha\c commcmal mtcicomsc Mith each 
ollici mid effectively maintain the Gold Stindmd, 
of which five use Cicdit to the gieatest possible 
extent, while the sixth uses Gold only and not 
Cicdit in any foim AVe know Unit the lektions 
which Puces bc.u to each otlici in all eountucs 
tint have cominucial intcicoiusc and use the 
same Standaul of Value aic determined by 
economic considerations, and aie independent 
of the paitieulai Standiud of Value which may 
be in use 

It necessauly follows that the scales of Puces 
in the five eounliics tli.it use Cicdit must beai 
the due economic icLihon to the scale of Piiccs 
m the countiy that uses Gold only, mid cannot 
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be raised above the limit tlieieby determined by 
any extension of Oiedit 01 of the system oi 
Ciedit so long ns the Gold Standard is mam- 

Pnces in any one of these hve countries- is raised 

longei bears the due economic i elation to the scales 
of Puce in the countries winch use Gold only, 

cxp t ill fall off, the Exchange ill f 11 a 1 
.iltimately Gold will be exported fiom it, if 



tlie stales, of Prices in the diffeie t eo t e 

ne the due economic leUo t eacl 

otl if theie is no Gold to export, 01 if the 

hblc Gold becomes exhausted, the country 

vlncli employs Ciedit will hud its Currency 

dep e te tl icfeiencc to Gold, and u 1 

depreciation would simply mem that t 

Staudrud of Value had ceased to be Gold 

From \\lrnt lus, just been said the conclusion 
follows that if m any countiy 01 countries which 
maintain the Gold SUudiud the quantity of Gold 
in the foim oi Money influences ceitaiu puces, 
that influence is, umlei economic laws, automati- 
cally extended to all Puces in that countiy and in 
other Gold Standard coimtnes, whether those 
countries make use oi Credit 01 token coins oi 
full legal tenclei The relations which Pi ices 
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bcai to each othei in all count, jes having the 
s,ime Standaid of Value being h\cd by economic 
toices, it ncc< SMiily follows th.it if pi ices me 

Stiindm dot 1 Value is Gold 

lull legal tcndu, and ilso inukes use n[ Cicclit in 

Gold An incicasc in the pioduttion ot Gold, 
and any consequent inucase in the Quantity ol 
Gold Money, cniinot dncctly affect Tndi in Pi ices, 
but such incitase cm affect Piic.cs in countncs 
Mhioh use Gold, and Cicdit based on Gold, and 

quail inucasc in Pnccs is uitomiitically extended 

the Gold Standmd The use in Pnccs outside 
ludu, due to the uieicnsc in the Qua 
Money, destioys the cquilibuum ' in 
change of commodities toi eo 
ci cites a balance of tiade in India's iiivoui which 
causes the exchange Value ot the uipcc to use 

nuclei the system now in foiee, an addition of 
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It cannot be doubted th.it the Quantity of 

influence on.it least ctitam classes of Puces 
On liny otlici hypothesis it is impossible to 

to maintain icscnes ol Gold, and that the move- 
intnts of Gold into and out of tin, icseives aic 
most caiefully watched by those who ,uc lespon- 
sible foi the woikmg ol the Banks, and piompt 
steps taken to check any unusual and e\cessnc 
chain upon them 

On the othei hand, a Bankci will not allow 
Ins icscnes ol Gold to lemain peimanently 
higbci thin he consitleis ncccssmy foi the 
pin poses of his business To do so would 

business \vhicb could safely be seemed, and that 
is a com so which the Bankei does not adopt 

iOlllll, 

which be consideis it inisale lo allow them to 

tion upwauls 01 downwaids, the Pi ices of the 
aiticlcs which ,ue affected by the supply oi 
Money aie lust fib higli as that supply can 
maintain undei the conditions picvailmg at 
the time, nnil all othei Puces must confoim 
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relation 

We may look at the m.ittei ftom .inothei 
point of view What becomes of an additional 
supply of Gold * It teitamly does not get 

restricting the use of Ciedit, ,md substituting 
Gold foi Ciedit, since the habit of using Ciedit 
instead of com depends upon consultations ot 

the foice of these consideiations is not weakened 
by m moiease in the supply of Gold No 
Bankei will issue less Ciedit because his rescive 
of Gold is gieatu It cannot be .xbsoibecl in 
" establishing ntw business," as has been some- 

reil Capital noi add to the numbu of woikeis, 
and il the man who extiacts 41,000,000 ftom 

only a veiy small piopoition of the Gold which 
he had in the hist instance Theic is piactie.illy 

1 cl de available as Money can be 

itl 3d and absoibed except in laismg Puces, 1 
and if Puces aie laiied in one place by any 
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nc ease the supply of Money, that mueasc is 
the same StamUul of Value, .mcl the Puces of 

a e p jpoition when the adjustment is com- 
pleted 

While the muease in the supply of Gold 
this way affecting all Pi ices, the Puce 
of each paiticulai commodity is being alteied 
elativcly to the Puces of othei commodities by 
economic influences, so tint we nevci find that 
all Puces have eithei men 01 fallen to the same 
extent An mciease in the supply of Gold 

Puces, but in the case of certain articles economic 
time, a much gieatci influence in the dnection 

regards such aitieles would be a fall in Puce 
and not a use, though the aveuige scale of Prices 
would have usen 

Theie is, howevei, an inductt and non-pei- 
manent effect of the use, in Puces due to an 

lequucs sepai ite notice 

The use in Puces due to an mcie.is.ed supply 
of Gold does not instantaneously affect all 

which the mcieused supply of Gold fust affects 
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It will he obvious that, as the use of Piues 
caused by the incieascd supply of Gold is in.mih' 
clue in the fiist instance to the issue of a laigci 
imountot Ciecht by the lUnki, the Putts that 
will feel the effect fust ue the Wholesale Pi ices 

that in.ikt the chief demands, on the Banks, such 

Tins use in Wholesale Puces, caused by "" i- 
ciease in the supply of Gold, tends,, undei the 
opciation of economic- foices, to be diffused ovci 
all othei Pi ices, and affects them mote 01 less 

case The use m Wholesale Puces, while wages 
and othti items of cost lag behind, causes an 
mciense in the piofits of pioducus, entouiagcs 
enteipnse, stimulates the demand foi laboui, and 

The inei cased demand foi laboui icduees un- 
employment, and gi idually causes Wages also 

to Puces 

The pei sons who snftci aie those who ,uc en- 
titled to icceive money payments ii\ed by law, 

da not vaiy at all 01 \aiy veiy slowly in accoid- 

It is hnidly necessaiy to point out that ,i full in 

effect It loweis piohts, and the fall in piohts 
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checks enterprise, leads to unemployment, and 
may even cause a lowering of Wages in time, 
while it benefits all persons who are entitled to 

It is a difficult question to decide, even in 
theory, what would be the best Standard of Value, 
but we shall probably all agree that great and 
rapid changes in the average level of Prices due 
to fluctuations in the Quantity of Money ought 
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voided. 



Tin Values of commodities, or the latios in 
which they will exchange for each other, are 
expressed by then tespective Puces, and, in 
addition, the price of each commodity, expresses 
the Value of Gold with icfeicnce to tint com- 
modity, and is, thciefore, the i.itio in which that 
commodity would cAclunge foi Gold it the ex- 
chmige weie actually mide 

The geneial law which icguktes the Tnce of 
each commodity is stated in the following teims 
by Piofessor Cannes -- 

"It can, <tt all events, be shown thnttheie is 
in every maiket a- puce it winch it is desuable 
that the commodity, wlutevei it may be, shall 
sell it that time find place dcsnable ultimately 
in the mteiests ol coiibumus, but in a ceitnm 
sense deniable m the mteiests of denleis, taking 
biijeis and sclleis togethci and which the com- 
bined opoiatioiib of both, so iai is they .ire well 
mfoimcd icspcctmg the conditions of supply and 
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demand, ically tend to establish To satisfy oui- 
sclves, it is only necessuy to considei that, m all 
states of supply ind demand, theie is always a 
ceitain Pi ice beyond which, if the maikets use, 
consumption is unneccssauly checked, and the 
mtry pass off moie slowly than 
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In Jesuits in a fall of puce tending to stimu- 

checkul On the othei hand, supposing 
ie inaiket pi ice to he set too low , stocks become 

at, a latei pcnod Such oscillations aie at \ annnce 
with the mtctcst of the consumci, and the puce, 
therefotc, which icndtis them unnecessaiy, which 












curry the working supply over, inidei such a 
suiplus ns cncuinstmces miy icndci idvisublt, 
to meet the new supplies foithcoming, may, I 

price' of the maikct It is this puce which it 
seems to me the dc.ilcis in the m.uket have dimly 



pi ice to 
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juld dchn 



ual 
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suffices to adjust i 
w ly the existing supply and the exis 

horn the somccs of pioduction ' 
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The pimciple laid down by Piolcssoi Can 
is obviously sound though his statement of r 

have been if his bole ob)cet had been to indie 
the law by which the mai ket Pi ice is dcteimir 
without attempting to show at the same t 
that the Puce so cletei mined is the Pi ice 
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without taking into consideiation the possibility 
of ,i pmtion of I he stock being held ovu in view 
of a possible failuie of iutme supplies Putting 
aside the two lattu considwalions, it may be said 
nsxqxienUy the Value m 

the demand at that Pi ice slull just be sufficient, 
to tike off the whole stock, thcie being nutliei 
any poition of the stock wasted by being 
left unsold noi any poition of the demand 

fied 
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same way the gcncui 

or falls m such mannei as just to tibsoxb uid 
fully utilise the whole quantity of that metal 
available, as Money, thcie being neithci any Gold 
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nakc i 



used, n 
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obtaining Money foi the tiansactions in \\hich 
Gold is 01 may be> icqimed 

The s<vu\c result is pi educed in the cxse of 
Gold and eveiy othci commodity by the 
opeiation of a veiy simple law, unnusally 
applicable namely* the desue on the pait of the 
holder of any niticle foi the sake of piont to 
secme the maximum of piofit theieftom The 
holdei of maiketable commodities wishes to sell 
them at the maximum Puce he can obtain, 
subieot to the condition that an mmecessaiy 
amount of stock is not left on his hands The 
Bankei in like mannei wishes to make what 
pioht he can, and the limit of his opeiations, 
so long ns he has confidence m the peisons 
with whom he deals, is his feai that his stock 
of Gold may fall below what he consideis 
safe 

Ifapeison engaged in business finds that he 
has mote Gold than he icquues he must be 
assumed to deal with it in a reasonable m mnci 
He will eithei employ it in his business by 
puichasmg something with it, 01 he will lodge it 
with his Bankei 

In the foimei case it is put into cucnlation at 
once ind will quickly find its way into a Hank m 
the lattci case the Bankci must also be assumed 
to act on business pnnciples ind not to hold a 
largei icseive than he leally needs In one way 
01 othei the Bankei extends his opeiations until 
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the amount of Gold which he coiisidcis to be in 
excess of his lequiienicnts is, absoibed 

Owing to the ebb and flow of business theic 
may be at times A supeifluity of Gold it the 
Banks, 01 the leseives may fall below what the 
Bankeis considet sale, but the guiding law is 
that the supply of Gold shall lust be fully 
utilised 

The gcncial law may be stated in the follow- 
ing teinis - 

The Value of c\ciy commodity which is 111 
the maiket is vaned iiom time to time with 
icfuence to cvciy othei commodity so as to 
appioxnnate to a piopci ot maikct Value, which 
maiket Value is. such that the total quantity of 
that commodity shall be taken oft the vmukct at 
that Value, that theic shall be no poition un- 
used 01 supcifluous and that no poition of the 
demand at that Value shall icmam unsatisfied 

This law is as applicable in the case of 
Money us in the case of oidmaiy commodities 
and the same icsult is pioduccd in the same way 
in both cases, namely by a scnes ol appioxima- 
tioris In the case ot Money, as in the case of 
oidmaiy commodities, the demand at one 
moment tlneatcns to exceed the supply , at 
anothci the supply is in excess of the demand 
In the long inn the supply just equals the 
demand 

The aveiage 01 gcncial level of Puces cannot 
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of Money is just suffiutnt to maintain undei the 



While the nvuage 01 gcnei.il level of Pi id 
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condition that the total demand for Money shall 
be just cqu.il to the supply This liability to 
change m the Puce of eveiy commodity, due 

based on the demand foi Money aiising out of 
the effect of the total changes of Piices in the 
case of all commodities, is one of the causes 
which make it so difficult to devise fi satisfattoiy 
means of mcnsinmg changes in the aveiage level 
oi Puces, due to an mcieasc 01 deuease in the 
Quantity of Money 

in tl.emy, the changes in the Pnecs of all'com- 

pioducc a pcitect measuie of the Puichasing 
Power of Gold 

The measuie of the Puiehasmg Powei of 
Gold which will be found of gieatest piactical 
value is the aveiage ol the Wholesale Puces of 
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greatest practical value simply because it 
indicates the change in the Purchasing Power 
of Gold with reference to those commodities 
alterations in the Price of which have the 
greatest effect on the welfare of the mass of the 
population. 
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Tin Quantity Thcoiy m.iy be put in this 
fonn "Othci things being cqiul Llic Iciel ol 
ViiCLS is piopoitionatc to the Quantity of 
Money " This pioposition bus ban challenged 
in iccent ye.us, but I have ncui seen nny aigu- 
ment against its tiuth winch seemed to me 
woith consulting, and the eontiovcisy should be 
closed 

IL will be mstiuctivc to notice the causes 
winch led to attacks in leecnt yeais on the 
Quantity Them y of Money 

Piofcsioi living Fishei explains how that 
Thcoiy came to be attacked in Ameiicn 

" It h is seemed to me a scandal thai academic 
economists lm\e, though outside elamoui, been 
led into chsagiecmenls ovei the fundamental 
pioposition concerning Money Tins is due to 
the confusion in which the subject has been 
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thrown by reason of the political controversies 
into which it has become entangled. 

" As someone has said, it would seem that the 
theorems of Euclid would be challenged and 
doubted if they should be appealed to by one 
political party as against another. At any rate, 
since the ' Quantity Theory ' has become the 
subject of political dispute, it has lost prestige, 
and has even come to be regarded by many as 
an exploded fallacy. The attempts by pro- 
moters of unsound money to make an unsound 
use of the Quantity Theory as in the first 
Bryan Campaign led many sound money men 
to the utter repudiation of the ' Quantity 
Theory.' " 

In England the Bimetallic controversy resulted 
in a similar attack on the " Quantity Theory." 1 

The Bimetallists pointed to the general fall in 
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Gold Piices and uiged that it was due to the. 

demand foi Gold i datively to the supply Tins 
the icply that the Quantity Thcoiy was not 

nil practical pin poses, that the influence of Gold 

influence that appealed to me to be positively 
magical 

It is not my intention to icptat the mgumcuts 
in suppoit of the Quantity Thcoiy, hut as I am 

as m what way, an inoieast in the supply of 
Gold affects Puces, I must de\ote some sp.ice to 
explaining the limitations mvohed in the use of 
the teim " othei things being equal " 

It has been said that the "othci things" aie so 
numeious, so poweiful, and so subtle in then 
mode of opeiation that the Quantity Theoiy as 

even of Newton's Fust T,.iw of Motion, 1 that a 
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material body if at rest would remain at rest, 
and if moving would continue to move in a 
straight line with uniform velocity unless acted 
on by some force. No human being has ever 
seen a body moving in a line which could 
be called absolutely straight. At most, the 
body would be moving in a line which was 
straight "with reference to points assumed to 
be fixed, but which were really moving. Nor 
has anyone ever seen a body which was really 
at rest in space. We are in the habit of saying 
that a body is at rest when it preserves the 
same relative position to other bodies, but in 
reality every body of which we have any experi- 
ence is always in motion. Every body on the 
surface of the earth has a motion due to the 
revolution of the earth on its axis ; has another 
motion due to the revolution of the earth round 
the sun, partakes of the drift in space of the 
whole solar system, and for anything we know 
to the contrary, maybe affected as to its position 
in space by innumerable other causes. 

Nor, so far as our experience goes, has any 
body ever moved, or even existed, which was 
not being acted upon by forces from outside. 

It might then be said that it was useless to 
lay down a Law of Motion which only applied 
to the case of a body at rest since no body 
ever is at rest, or moving in a manner in which 
no body has ever been known to move, or 
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existing urn 
be ic.ilised i 



nirtitioi 






ould 



Nevertheless v 
list L.IW of Motion is of the 

can be diawn fiom the Quantity Tlicoiy ol 

Foi the picscnt, howc\ei, I limit myself 
indicating the " othci things " which me assume,., 
by the Quantity Theoiy to be equnl, but which 
in pi.ic.tice nc\a ,ue equal 

The .iinoiiut ol woik winch Money 1ms to 
do, in so f.n us it is employed dncctly in 
cflceting exchanges is influenced by the nnmbei 

by the imounts in winch the exchanges Like 






by 



t the 



Hinges 



tlic popuLition ol the Moi , 

and <i\so tlic wealth pu he id ol popul.ition, 
and as the nunibci ol excliangcs is gum ing in 
a still highci degiee, owing to the sulidn ision 
of luboui mid tlic linking togcthci in comnieKC 



of 






ingcs 



nd, foi 
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to estim ite the exact amount of Me e % 1 1 
e eh of these causes exeicises on tlic .tvtiage 
level of Puces, at my late it is beyond my 
po e to do o 

The exchanges of commodities, <ue effected 
eithei by passing Money fiom hand to hand o 
undei oni system of Ciedit by giving picwiisc 
t pay Money, winch me genei.illy set ofl 

cl e e he t sfuied ftc o c t ei o I 
a otle by passing horn hand tc: 1 d 

o nothing which is conventionally, a 1 He 
legally, held to be of the same Value as Money 
a id which in preface is of the same Vnli e ol 
this natuic aie all Token Coins 'Hie giving of 

other constitutes the modem system of Ciedit 
and has ledntccl the demand foi Money to an 

has consequently hnveied its Value 01 iniscd 

It will be obvious that if Money pusses (mm 
hand to hand, the amount of woik jl en i do 
will depend veiy gicatly on the lapidiiy witl) 

effect one exchange in a day 01 it may efteet 
fifty Undei modem conditions, the tendency 
is fm Money to change hands, moie uipidly 
than befoie, the lesultmg influence enabling 
exchanges to be effected with a less Quantity 
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laiSlllg PllCCS 

piomiscs to pay, ,ui(I setting off these piomi 



d it 

The system of Cicdit may, of comse, be con- 

I on la d t band, which weie foimeily dealt 
itb by Cicdit, but such changes only take 
place to veiy limited extent and as a 
t mpoiaiy meiismc The gcneial tendency is 
n the opposite dnection 

t o of Money fiom hand to hand, so theie may 

01 oideis to pay Two men who have each a 
elt of 10,000 at Uien lespcctive Banks may 

othci piovidcd that each is caicful to sec that the 

ucvei exhausted In this way ,i gicat niunhei of 
exchanges, may be effected without the issue of a 
gieatei amount of Credit by the Baukb 
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Although e\eiy Bank which keeps a lesene of 
Gold legtilates the amount of Citdit it issues by 
lefeience to its stock of Gold, the piopoition 
between Gold and Cicdit is not mvaiiable 

of Ciedit will be issued against the same amount 
of Gold Hut each Hank has its own iiilc on the 
subject and the piopoition between liabilities and 
Gold which any specified Hank unisideis safe 
docs not v u y gieatly within any definite peuod 
of time winch may be chosen The gencial 
tendency, no doubt, is towaids issuing a laigei 

magnitude 

of Gold 01 ol Cicdit based on Gold Such 
exchanges ue those which aie effected by passing 
token coins (sihei, coppei, 01 bion/t) fiom h.uicl 



to li 



11 the 1 



Gold in so I in 
as commodities aic bought and sold foi token 
coins and a fall in such Puces sets lice no Gold 

In India, foi example, the pioduction of 

puces and wages might use enoimously, without 
any men ease 111 the demand foi Gold as Money 
so long is the ciuicncy in use was confined to 
the silvei uipce Such changes would lead to mi 
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mcreised demand loi sura fiom winch to rainu- 
f.ictme new uipees, but would not dnectly 
increase the demand foi Gold Indiieetly tlieie 
might be a gicatei demand ioi Gold Witli 
Inghci paces, which means chcapei Gold, the 

additional gold might be lequned to mamtmi 
the viilnc ol the silvci iiipee 

gcneially effects an economy of Gold mid m this 

commodities, 01, in othei wouls, to i use Puces 

If 20 000,000 in notes me issued on i leseive 
of 10,000,000 in Gold, and i( the notes aie 
ftecly accepted in place of Gold, the lesult is 
evrictly the same as if the woild's supply of Gold 
had been incicasccl by 110,000,000 

Quantity Thcoiy md winch affect, the Mci.ige 
level of Puce's, and putting aside foi the time 
being the question of the Quantity of Money, it 
will be seen that they fall into two classes 

(1) Influences affecting the amount of wmk 

(2) Influences affecting its efficiency in the 

peiloimancc oi that woik 
The efficiency ot Money foi the effecting of 
exchanges is eiioimonsly mei eased when it is, used 
us, a b IMS foi Ciedit 
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If we denote the woik Money has to pufmrn 
by W, its efficiency by E, uid if Q ,ind P 
lepiesent, lespeclively, the Quantity of Money 
and the .ivei ige level of I'nces, WL may state the, 
ichtion between them in the following foim 



I should be veiy unwilling to attempt to 
assign a definite numencal value to E and W, or 
even P, at any paitiuiliu fame, but the ionn of 

which .ue independent of the vaiying Values of 
E, W, and P 

We can see th.it if -^. falls to half its foimei 



if -^.inu eases two-fold, P will lemam the same 
if Q is halved If ^.mci eases, ten-fold and Q 

two fold the resulting mciease of P will be 
twenty-fold The effect of consideiable changes 
in the Quantity of Money is, in fact, nev 
negligible Othei causes may, 01 may not, 
pioducc giealei ehinges in the .ivei age level oi 
Puces than is In ought about dining the same 
peiiod by fluctuations in the Quantity of Money, 
but howeiei gieat these changes may he, they 
can always be eountei acted by a sufficient change 



vii LIMITATION 57 

in Uic Quantity of Money The Value of ^ 
changes giadnally and not pet viltum 

explains how it happens th.it the issue of in- 
definite quantities of mconvcitible Papei Money 
has alwajs indefinitely mci eased I'nces, what- 

To those who hold that undei modem conditions 
Puces depend on Cicdit ,ind th.it effect of the 

that they should considei the effect, on Puces ot 
issuing (say) 300,000,000 of inconvertible 
Paper Money of full leg.il tender in the Butish 

leqimcd to make a ceiUin amount of change in 
Quantity of Money aheady in use in th.it country, 
Credit is in use The amount of Cicdit, stated 
Quantity of Money mci eases 
have been adopted in violation of the Quantity 

and no mtasuies winch depended foi then 
success on the soundness of that i'hcoiy have 
evei failed if given a fan tnal The maintenance 
of the Gold Standaid in India and the other 
countues that have established a Gold Exchange 
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SUnd-iid would become impossible, if the level 
of Pi ices could not be vffeeted by vaiymg the 
unount of the coins, in CMC illation The num- 
tcnince it pai of Bank Notes, ,is well as ot the 

on the same punciplc AVln.ii the Value of tlic 
Kupec tends to fall below Is 4tf the Gold 
Reseivc iftouls the me ins ot withch wing 

immbu lAvscs then Value and lowcis uipee 
Prices, the laismg in Vilue md the lowcimgof 
Puces being one and the same phenomenon 
Rink Notes aie maintained at pai in the same 
way If necessity anses, they aic exchanged fot 
Gold, and the icdnetion in then Quantity cmses 
their Value to be maintained 

Token coins, \\hctliei ot coppei, Inon/e, nickel, 
01 silvci, aic maintained at then Rupee level in 
relation to gold by limiting then Quantity Not 
moie of such coins can be safely issued Hi in .11 e 
just sufhcient to meet the wants of the public at 
the level ot puces existing toi the time being 

piebcnt day by the local authoiihes isbmng token 
coins, called "cash," in excess of the amount 

silvci, which is the Stand ud of Value in that 
pained by a use ot I'nces wlien such Pi ices aic 
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n of tl e tol e 



Si n 1 



lifficulties 

former times, and notably in the reigns of 
James I. and Charles I. Important as are tie 
1 n t t to the Quantity Theory of Money 

ol c 1 tl c npt tl at otl e tl g 

equal,, the man who has to deal with Mo t y 
questions can no more disregard the Quantity 
Hey y p t 1 tic es 1 c y id o 

c te tl a tl e a t o c eglc t tl 1 of 

f, tit t ly fe tl c no e nc t of tl e 

heavenly bo 1 e 



CHAPTER VI IF 



THL following ,ue the pinicipiil conclusions 
at whicli we have ,ilic<uly ,u rival 

1 The utios which Puces bc.u to each othei 
.iic clcteimmcd by economic eonsideiations and 
me independent of the Standaid of Value which 
may happen to bt in use 

2 Money is distnbuted, by ,i n.itui.d piocess, 
throughout all countries having the same Standard 
of Value in piopoitiou to the icqimements in 
each place 

(If a countiy uses Gold ,is the Standaid of 
Value, but not, is Cmiency, special an angc- 
menti <nc lequncdtokccp its Cunency at 
the same icUtive value to Gold If these 
ariangements bic.ik down the countiy 
teases foi the time being to have a 
Gold Standard) 

8 As the lata which the I'nccs of different 
commodities bcai to each othei aie detci mined 
by economic influences, a change in economic 
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takes the foira oi A u 
.iiicl a fall in 

If two countnes do not use the same Standaid 
of Value tins flow of Money horn one country to 
the othei is impossible and the change in 
economic conditions pioduccs an alteiation in 
the relative Value of the two Stindaids 

4 Changes m Pi ices and alteidtions in the 
H<ite of Exchange constitute the me ins wheieby 
the hade of the woild is can led on in accoidance 

5 Othei tilings being tqunl, the gencial level 
of Puces is piopoitional to the Quantity of 

must be limited to the amount winch can be 
time being Any consideuible excess, which is 
coins to fall below then nominal Gold Vilue 

propoition to the fall in Gold Value 

The iclation between Putes and the 
Quantity of Money may be expiessed by th 
equation, 
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E 
P - Q x jy 

P icpiesents a\ei igc luel of Pi ices, Q is the 
Quantity of Money, F lepiesents the Kfiiciency 
of Money as the Medium of Exchange md is 
effected both by extensions of Ciedit ind by 
alteied iipidity of cnculation W is the total 
woik to he peifoimed 

7 Puces aie the e\piessiou of the Value of 
Gold in companion with commodities, and the 
law which legulates the Value of each commodity 
with icfeiencc to othei commodities is the same 
as that which legulates the Value of Gold in 
i elation to commodities The Value of Gold in 
i elation to commodities (in othei \\oids, Pnees) 
is hxed at that inte which will just cause the 
whole available supply of Gold to be utilised, 
theie being neithci any sin plus noi any deficiency 

8 Undei the iriodei n system of Ci edit, business 
is veiy laigely earned on by giving what aie in 
effect Piomiscs to Pay, and these Pi onuses aie 
set ofF igainst each othei , in this \vtiy i gieat 
economy of Gold is seemed 

9 The modem system ot Ctcdit, as eamed 
out with the assistance of Banks, exeicises in 
nnpoitant economic influence, but the economy 
in the use of Money \\hicb it effects is the 
measme of its influence on the a\eiage level of 
Pi ices 

10 The Pnccsof ai tides which aie bought and 
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sold foi Credit and m icgnid to which no money 
passes fioni hand to hand, must, pieseive the due 
economic i elation to Puces which aie limited by 
the supply of Money, ind the influence of Money, 
dn cct and mdiiect, on those poitions ol the woild 
of tiade and commeice whcie Money is used is 
automatically extended to all Puces in countnes 
tli it make use of the Gold Standaid, including 
the Pi ices of the u tides hough t and sold 
with token coins 

11 New supplies of Gold exeici&e then chief 
mid pumaiy influence on Pi ices by thetempoiaiy 
lo\\eimg of the iilc of discount and of the 
chaigc foi advances ind loans which they 
pioduce when they iust find then uay into 
the Banks 

The Wholesale Puces oi the mam aiticlcs of 
pioductiou and consumption, and especially those 
of them that aic dealt \vith in the mtemational 
irmikels, aie the fust to feel the effects of any 
mcieise 01 decicase in the Quantity of Money 
The influence of economic foiccs tends to cause 
all otheis Pi iocs to use 01 tall in piopoition 

12 As the use in Wholesale Puces due to an 
mcieise in the Qu intity of Money does not 
extend immediately to allP nces, oi to Wages 
and otliei money payments iixcd by contiaet 01 
custom, the produceis' scale of pioht uses, 
enterpuse is stimulated, bonoweis desne moie 
ciedit and ue piepaied to piy highei uitcs foi it 
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The sccondaiy effect of an mciease in the 
Quantity of Money is, theiefoie, a use in the 
general late of pioht, and a use in the lates of 
interest and discount 

13 Owing to the fici th.it an mciense 01 
deciease in the Quantity of Money docs not 
affect all Pi ices and Wages simultaneously and 
affects slowly, if at all, Puces fixed by custom, 
by law, 01 by conti ict, such changes affect 
difteient persons ind diffeient classes ot the com- 
munity in diffeient ways ind aie cithci pieju- 
dicial 01 beneficial to them as the case may be 

14 A numbei of agencies and influences, 
indefinitely numeious, me unceasingly at woik 
to adjust the scale of Pi ices to the supply of 
Money, and theie seems to be no moie difficulty 
experienced in doing so when the Quantity of 
Money is falling off than when it is inci casing 
On the conti ai y, the stimulus to cntcipuse md 
speculation which follows ageneml use in Puces, 
appeals moie likely to give use to financial cuses 
ind panics \\hen the supply of new Gold is in 
excess than when it is in defect 



CHAPTER IX 

HAVINC l,ud down the geneiil laws which 
legulate the influence of Gold on Puces we m.iy 
now considei what conclusions can be drawn 
fiom them 

Let us take in the fiist place the geneial ex- 
pression foi the Quantity Theoiy 



From this equition we see that, however gie.tt 
the change may be in ^ we can always main- 
tain any ,ivei ige level of Puces we may piefei 
by Mutable .ilteiation of Q, the Quantity of 
Money 

It might of couise so happen, theoietically, 

that the clunges in -^ weie so great and lapid 
that it would be veiy difficult to counteiact 
them by modification of Q In piactite, how- 
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evei, ^does not vmy so much within a limited 

peuod of time as as to make it difficult to main 
tain P at, .ippioximatcly, the same figuie by 
acting on Q So long as we can contiol Q we 
aie, piactically as well <xs theoietically, m com- 
mand of the situation It is this powei of con- 
tiollmg Q winch enables the Indian Gold 
Staudaid to be maintained as well as the Gold 
Standaid in othei countnes which do not make 
use of a Gold Cunency 

It also makes it possible foi the world to sub- 
stitute foi a metallic Standaid of Value a system 
undei which the monetaiy unit would icpie&eiit 
.1 definite amount of Purchasing Powei To do 
so it would only be necessaiy to altei Q fiom 
time to time so as to preseive the same value of 
P Whethei it will evei he desirable to effect 
this change, and whethei the woild will evei be 

carry it out, me questions which can be left to 

It does not appeal to me that theie is the 

of the Quantity Theory of Money as I have 

Cunency and the Standaid of Value it is as im- 
possible to neglect it as it would be to assign no 
influence to the law of giavitation in dealing with 
the bodies that constitute the Solai System 
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But when we pass beyond the general Theoiy 
o the influence of the Quantity of Money on 
Puces to considei to what extent the supply of 
new Gold has actually affected Prices within any 
definite period, and wh.it has been the economic 
effect of such changes of Pi ices, we entei on moie 
debatable giound 

The " othei things " which we assumed to be 
equal in the statement of the Quantity Theoiy 
nevei aie equal The population, the wealth, and 
the trade of the woild aie aluaysmcieasing The 
commerce of the woild tends to be earned on 
moie and moic by Ciedit, and the oiganuation 
of Ciedit in places wheie it pieviously existed is 
continually being peifected The lapidity of 
cumulation tends also to mciease fiom a vanety 
of causes On the othei hand, the mciease in the 
population and we.ilth of the woild tends to a 
constantly mci easing amount of Gold being used 
otherwise than <ts Money 

The Prices of pniticuliu commodities and of 
services aie continually using and falling owing 
to economic causes , and I know of no means by 
which an exact measuie of the use 01 fall in the 
general Purchasing Powei of Money can be de- 
vised For piactical pui poses we must be content 
to ascertain as accuiately as we can the change 
inthePuichasmgPowei of Money with icfeience 
to those articles changes in the Price of which 
have the greatest effect on the welfai e of 

r2 
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hum in beings, and in this uew of the subject 
theie is no bettei test of the use and fall of the 
Puichasing Powei of Money than the iveuige 
Puce of the chief articles of human consumption 
As we cannot measuie with accmacy the inciense 
or decrease in the geneial Purchasing Powei of 
Money, and as we have hitheito been unable to 
ascertain to what extent othei causes than an 
mciease 01 deuease in the Quantity oi Money 
have opeiated in producing that increase oi 
deciease, it will be obvious that \\e cannot 
determine the piecise amount of influence which 
changes in the Quantity of Money may ha\e had 
on puces within any definite peuod of time 
But of one thing \ve can be certain, namely, that 
whatevei othci causes may have been m opcra- 
tion the influence ot changes m the Quantity ot 
Money has been piopoitionnl to the magnitude 
ot those changes 

The best Standaid of Value is the Stand aid 
which gives icsults which best piomotc the 
welfare of human beings It may be that 
the best icsults would not be given in eveiy in- 
stance by the Standaid of Value of which the 
Puichasing Powei lemamed the same with 
icfeience to the chief articles of human consump- 
tion, but it is obviously desnable that there should 
not be gieat and rapid fluctuations m the general 
Puichasing Powei of Money, and foi piactical 
purposes the best Standaid would be that under 
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which the I'm chasing Powei of Money with le- 
fcience to the chief commodities lemamed neaily 
the same At any irite it seems impossible to 
devise i bettei standaid 



we set th.it it is of importance that Q should not 
be subject to gi eat and sudden fluctuations If 
such fluctuations occur theie must be cones- 
pondmg changes in the geneial level of Pi ices 
unless, what is highly improbable, simultaneous 
fluctuations in ~ r b.il.ince the changes in Q 

So long as Gold and Silvei, used jointly, con- 
stituted the Money of the woild Q was laigei 
than it is at piesent, and the use of gieat quan- 
tities of Silv ei by ceitam Eastein Countues, both 
as Cunency and foi the puipose of hoaidmg, acted 
on the Woild's Standaid of Value .is ballast acts 
on A. ship This safeguard has now been lost, and 
I (oiesee the possibility of gie.it difficulties in 
the futuie if Q is indefinitely icdnced and the 
business of the world can led on in an increasing 
degiee by means of Ciedit 

In such case sudden and large mcieases 01 de- 
( leases in the pioduction of Gold would have a 

in oui piesent St.md.ud of Value if the yea.ly 
reduction of Gold mci eased as Pi ices fell (which 
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would mean that Gold was increasing in Value) 
and fell off as Prices rose, but it is quite 
impossible to say at the present time what 

will be experienced in the future. 



CHAPTER X 

CONSFQUENCES OF A C.rNrilAI 1AII Oil KIM IN 



THAI gie.it fluctuations in the aveiagc level ol 
Puces, ait an evil admits of no doubt and I 
believe that such fluctuations do, in piactice, 
exeicise an impoitant influence on human 
progress ,md welfaie 

Let us suppose that theie aie classes of peisons 
who me undei an obligation to pay 100,000,000 
yeaily, and that they obtain the Money lequned 
to meet then obligations by the sale of ai tides 
which they pioduce If <i ceitam quantity of the 
commodities winch they pioduce sell it one time 
foi 100,000,000 and the Price of these commo- 
dities falls by one-third the sale of the same 
quantity will only produce <36,GOC,66fif, aiifl 
the quantity of commodities th.it must be sold in 
oidei to pioduce 100,000,000 will icquiie to be 
inci eased by no less than fifty pei cent In 
othu woids, although the amount of the debt 
mciisuied in pounds steilmg lemains the same as 
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befoie, the leal bin den winch the debtois ha\e to 

in fact, in the same position ,is if Piices had 

yc.uly payments hud been i,used by a stioke 
of the pen fiom 100,000,000 to 150,000,000 
On the othei hand, if Puces use by one-tlind the 
sale of the quantity of goods that formerly 
pioduced 100,000,000 would, undei the new 
conditions, pioduce l88,888,888j and the 
debtois would only have to sell thiec-fomths ns 
much in oidei to pioduce .100,000,000 , then 
buiden will have been i educed by one-fouitli 
The chfFeience to the debtoi between a use and a 
fall in Puces is enoimous If Paces Ml one- 
tlnul he has to pait with fifty pei cent moie 
commodities m oidei to meet his liability, if 
Puces use by one-thud he can meet his 

calculation will show that the ie.il binden oi the 
debtoi is exactly twice as gie.it in the one case 
as in the othei Bern ing in mind the enoimous 
numbei of tiiins.ictions in the piesent day which 
involve the penoclical payment ot money, 01 the 
payment of money at a futine time, it will 
be obvious that n geneial use 01 fall in Puces 
must excit a veiy gicat influence, foi bcttei 
01 toi woise, on the position of mmy classes of 
the community The national debts of the 
woild amount to some 6,000 01 7,000 millions 
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steiling Theie die in addition the amounts 
bon owed by Municipalities and Local Autlion- 

due on Bonds and so foitli 

Theie aie also the othei fixed money pay- 
ments which me not Affected by changes in 
the Puces of commodities, so that it is difficult 
to exaggeiate the piofound and yet obscuie in- 
fluence tli.it is e\eicised by changes 111 the 
gcneial level of the Pi ices of commodities 

Puces are always using o. falling owing 

only to such causes, and, foi his pmposc, need 
not look beyond them, but thcoietical lensonmg 
leads to the conclusion that <i geneial Uise or <i 
general Fall in Puces must be followed, 01 accom- 
panied, by consequences of a veiy impoitmit 
natuie, ind it seems to me that Instoiy confiims 
tins conclusion 

In the piecedmg paiagiaph I have dealt with 
the effect of a gcneial Rise 01 Fall oi Pi ices on the 
cicditoi and debtoi classes, but the use 01 fall of 

view may be pioduced by the fact that the fall 
01 use in Puces only affects some tiansaetions in 

isginduU 

An additional supplyof Money pioducesitst luel 
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the supply of, and lowering the cost of, Ciedit 
The Rise in Prices that is thus caused affects the 
Wholesale Paces ot those ai tides which aie 
bought nnd sold foi Ciedit, and as all Prices and 

do not use immediately to the full extent, the 
pioduceis of such articles find then piofits m- 
ci easing, though such inciease is obtained in the 
fiist instance at the expense of the othei membeis 

piofit stimulates, cnterpiise, leads to a greatei 
demand foi Credit, laiscs the late of discount 
and interest, and makes peisons in business 

supply of Gold continues abundant, pi ices, genei- 

certain classes of the community suffei The 

incomes are hxed either permanently 01 foi a 
long penod, 01 do not lespond, 01 do not ics- 
pond fully and immediately, to the use in Puces 

notice The stimulus to enterprise and the 

foi lahoui, reduce unemployment, and tend to 
laise Wages In the first instance there is some 
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use in Prices, but against that may be set, foi 
wlut it is worth, the compensation arising 
from fuller and moie continuous employment 
In the long run the suffereis aie those 

icspond completely, to the use in Piices 
The loss which they incur repiesents so much 
addition il gam <icciuing to othei membeis of 

A general Fall in Prices due to a monetary 
cause would have the opposite effect It 

interest, ,md discount Enteipnse would be 

lack of employment would be a di.iwback to 
the gam the wage earners would denve ftom 
Paces falling moie quickly thin Wages 

Economic considerations, of couise, regulate m 
the long lun the relation between Wages and the 

while the Prices of commodities, are falling 

While the influence of Money on Puces seems 

theoretical results of a geneial Rise or Fall in 
Puces aie what I have just explained, the ques,- 

penenced in the past nom a gieat increase 01 
ately tonsicleieil 
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The amount of Money in use in the piesent 

day is small in pioportion to the wealth of the 

change hands eveiy yeai by puichase and sale 
Money is the basis of the system by which the 
business of the woild is caiued on, but the supu- 

relition between the Qu.intity of Money and 
Credit it is not ,i fixed i elation foi all time and 
for all places Each countiy has its own system 
of Ci edit, which diffus moic 01 less fiom that of 
othci countnes, the oigani?ation of Ciedit m 

tiuty in the lelations between Money and Cicdit 
It may then be leasonably asked whethei, m 

Quantity of Money pioduce the changes we 



Theie can he no question that the Luge 
mciease in the Quantity of Gold and Silvci 
made available m the Western woild by the 
discoveiy of Aincnca caused Puces to rise vciy 
laigely 1 need not do moic th.ni quote what 
Adam Smith has s.ud on this subject 
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"The discoveiy ol the abundant mines of 
Amenca icduced, in the sixteenth centuiy the 
value of gold and silvei to about <i thud of what 
it lud been befine " 



accoidingly, in tbe same mnnnei by eveiybody , 
about the fact 01 about the cause of it ' 

I desne to c ill the special attention of the 
leadci to the fact that in those days the gcnei.il 
use of Puces took place slowly and aftei tbe 
lapse of a consumable time The Gold and 
Silver which came fiom South Amenca was foi 
the most pait employed by the Spanish Govern- 
ment foi the piomotion of a political and mibUiy 

the present day, and the stream of eommejce 

that "the discoveiy of the mines of Amenca 
does not seem to have had any veiy sensible 
effect upon the puce of tilings in England till 
aftei 1570, though even the mines of Potosi 
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had been discoveied moie than twenty yeais 
befoie " 

Aftei the gieat discovenes of gold in California 
and Australia tlic same tendency to a use in 
Prices, was obseived Jevons wiote as follows 
in 1863 

variations of demand, it iruy be confidently 
stated that puces pmsued 11 dowm\md toinse 
fiom 1820, about the time when the Cuiiency 
was le-established on a gold basis, to 1850 

"The fall, it is hue, was most lapid at fiist 
Silvei, too, does not shaie in the fall We can 
only explain these facts, so fai as I n a are 

metals did not keep pace with the d< n d 
that while modes of piocunng, laising and 
making othei aiticles moie easily and cheaply 

improvements took place m the case of th 
too, tlmt the supplies of Russian Gold wcie 

falling into anaichy 

"Thus while mdustiy, hade, and piopeity 

Ameiica and most other paits of the woild, 
theie was no coriespondmg advance in the 
pioduction of the piecious metals Puces, both 
in Gold and Silvei contmuaUy leceded Now 
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d\scoveuei, of gold and silvei bad been made, 
pui sued foi thntyoi fmtyyuui befme But they 

mamiLi us, shown in the body ot this tiact 
And this change was simultaneous with the 
disco\eiy of the new gold-fields Hall the 
I'mogatne Instances of Bacon are exemplified 
in tins question, and if the philosophy of 

to statistical m.ittus, we tan diaw but one 
of the gold discovenes" 

The leadei will notice that the tendency to 
a use in Piices showed itself moie quickly aftei 
the gieit Gold disoo\enes in California and 
Austialu than hud been the case nftei the 
discoveiy of gieat quantities of both Gold and 
Silvei in South Ameiica 

When Geimany substituted Gold foi Silvei 
as the SUuclaid ot Value (1871-78), othei 
nations followed hei example, and a gie.itly 
increased demand foi Gold uose owing to othei 
causes The special demands foi Gold .it this 
time came to at least 200,000,000, being about 
ten times the aieiage yeaily pioduetion of 
Gold The pioduetion of Gold had also fallen 



] uge amo 
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off The late Lend Goschcn used the following 
language on this subject in 1888 

" Economists will aceoulingly ask themselves 
what lesult, if any, is such a phenomenon likely 

to the LIWJ, and pnnriples of cmiency, that such 
a phenomenon must be followed by ,i fall in the 

t of gold pomed into Em ope in 1852 
the rountci -phenomenon must pioduce a fall '" 

Aftei this incieased demand ioi Gold took 
effect theie was expencnced a maiked fall in 
Puces Low intes of pioht, inteiest, md dis- 
count pieviiled , theic was a good deal of 

fall in Wages So gicat was the dcpiession in 
tiadc and mdustiy that in 1885 a Royal Coin- 
Commission made its final icpoit in 188C, and, 
while ciumieiating a nuinbei of mipoitant 
consideiations having no connection with the 

account, to a latge extent at any rate, foi 
the fall in Puces and depiession in tiade 
and mdustiy, added the following lemaiks 
(paia 72)- 
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"We cxpiessed m om thud lepoit the 
opinion that the loll in Puces, so fai .is it lini, 
been caused by ,m appiecution of the Stiindaid 
of Value, was a mattei desei \ing of the mos, 
s>enous consideiation, and we do not thciefoi 
think it necessaiy to investigite it length th 

enumciation of the influences which have tended 
to pioduce the piesent depitssion ' 

The Royal Commission which was sub- 
changes in the iclatne values of tin. piecious 
metals, shown by the deciease in the Gold 
1'iice of Sihei" dealt with the question of the 
suggested " A ppi eciation of the Stundaicl of 
Value " 

A mmoiity of the membeis of that Com- 
mission (hie out of twelve) held that there 
had been in mjmious fall in Puces in the 
United Kingdom, and lecommended a letuni 
to the joint use of both Silvei and Gold .is 
Money The majoiity ' said 

"We think that the fall in the puces, of 
commodities may be in p.ut, due to an appit- 
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affected Pnces WL fiml it impossible to tletei- 
mine with any accui.icy We believe 

the fall to be mainly due, at all events, to 

pi eduction of, and demand (01, the pieuous 
metals " 

Since the date of that icpoit (1888) the yeiuly 
pioduetion of Gold has largely inci eased It 
may be taken, appi oximately, at 628,000,000 
staling m 1888, ind as about 60,000,000 in 
1900 while it is little, if anything, undci 
100,000,000 in the piesent day (19)3) Almost 
simultaneously with tins mtiease in the pi educ- 
tion of Gold we have expenenced a geneinl use 
in Puces, a use in the uites of piofit, mteiest and 
discount, a maiked tendency towaids n use in 

ployment 1 do not asseit that all these changes 
me due solely to the huge mciease in the pio- 
duction of Gold foi theie have been otlici causes 

ble to believe that, to put it at the lowest, the 
gieat mciease in the pioduction of Gold lias not 
been the chief cause of the use in Pi ices and of 
what lie called the piospeious times winch we 

To those who hold that the inu eased pio- 
duction of Gold h,is had piactically no effect on 
Pnces, I would put this question India is now 
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taking 20,000,000 of gold ytaily, the Aits ue 
believed to ahsoih as much moie If the yeaily 
pioduction of Gold had lemamed at 21,000,000, 
is it was in 1886, would India and the Aits 
absoib 40,000,000 yeaily s tl ey ie now 

so? And what would be the ultimate effect on 
I'uces? 

The only possible answei is that if tl e pio- 
duction of Gold had not mcieased Gold would 
have become so valuable that neithei could 
India have affouled to hoaid 20,000,000 yeaily, 

the Aits In othei woids, tlie geneial scale ol 
Puces must have been so low compaied with 
what they now aie that India would have been 
pi evented ftom puichasmg 20,000,000 yeaily in 
01 del to hoaid it and that the amount of Gold 
used m the Aits would have been i educed 

It would be impossible foi 40,000,000 of 
Gold to be hoaidcd and used in the Aits eveiy 
year when the yeaily pioduction is about 
20,000,000 without causing i gieat fall in 

time the total collapse of om Standaid of 
Value The highei Value ot Gold (lowei 
Puces) would no doubt stimulate the beaich 
foi, and pioduction of, Gold but what effect 
that cause might have in mci easing the yeaily 
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In his Essay on " Money," David Hume called 

Tooke and Newmaich in then Histoiy of Puces 
expiessed a simil.ii opinion with legaid to the 
effects both of the influx of Gold and Silvei 
ftom Aineuca in the Fifteenth Centuiy and of 
the gieat discoveues of gold in California and 
Austiaha m the middle of the Nineteenth 
Centuiy In Appendix A will be found the 
opinion of the late Fiancis A Walkei, Piesident 
of the Massachusetts Institute of Technology 

Chevalier, McCulloch and Jevons Also an 
extiaet from an address dehveied in 1886 by 
J Shield Nicholson, Piofessoi of Political 
Economy in the Umveisity of Edmbuigh, on 
the " Effect of Gieat Discoveries of the Precious 
Metals " which the authoi has been kind enough 

quotations from the writings of Tooke <md 
Newmaich 

Having legaid to the conclusions to winch 

Economists to whom I have leferred, and to the 
facts of the piesent day which ate foicmg 
themselves on oui attention, I cannot doubt 
that the supply of Gold has a gieat effect on 
Puces, and that a geneial Rise 01 F.dl of Puces 
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lias a marked influence on human welfaie and 

To any aibitraiy 01 artificial inflation of the 
Cmiency by the action of Goveinments I am 
shongly opposed Such measuies in the ptesent 
state of the woild would be abused and would 

intended to cine Whethei it will evei be 
possible to make the Monetaiy Unit the 
equivalent of a definite amount of Pmchasmg 

with advantage, but for any such change the 

Yet the question of the futiue Standmd of 
Value is one of gieat impoitauce Up to the 
piescnt date the woild has aimed, ftom time to 
time, at seeming the most convenient Medium of 
Exchange and the Staudaid of Value has 
followed as it weie by accident 1 \Vith the 
linking together of so many countucs by the 

foi the payment of Money into which the element 
of time enteis, the question of the Stanclaid of 
Value in the future will become one of mci easing 

latio wns adopted at loast 4,000 years ago, but tho solo objeot of 
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supeistuictuie of Ciedit, an increase 01 diminu- 
tion in the Quantity of Money is likely to have 
a greatei effect on Prices than it had in the past 
when the basis was both Gold and Silvei, and 
such changes m Pi ices will be extended more 
lapidly ovei the uvih/ed woild owing to the 
greatei magnitude and activity of bade and 

As toaiemedy foi the possible difficulties of 
and can only suggest a careful considei ,ition of the 
as an academic one, and befoie men have taken 

supposed mteiests 

At tht piesent time theie is no uigent necessity 
to make any change m the woild's Standaid of 

than they aie, 01 are likely to be for some time, I 
doubt if any lemedy could be devised which 
would be geneially accepted, 01 to which piactical 
effect could be given The piactice which 

remedy by Legislation the evils that are due to 
a use 01 fall in Prices is full of danger 

In the futine theie will, no doubt, be impoi- 
tant changes m the yeaily supply of Gold as well 
as in the demand foi it foi \.uious purposes, and 
an examination of the effects of such changes in 
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whether the views which I put forward, and 
which have been previously stated by many 
others whose names must carry weight, are 
sound or not. For my part, I can only say 

subject. 
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Exhact finm " Into national Bimetallism 
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I HAVE spoken of the general influence of the 
gieat production of gold, after 1850, upon trade, 
industry, and society, as, on the whole, in spite of 
individual cases of haidship, highly benehtul 
The metallic inflation was most welcome, foi it 
occuried at a time when commeice and pioduc- 
tion had for a long time been suffeimg from a 
money-supply, uthei positively deci easing, 01, at, 
any late, not keeping up with the world's needs 
m this respect The age had been one of falling 
pnces, with loud complaints cveiywhere of 
depression in tiadc ind failuie of employment 
Nevei did patched giound respond moie joyously 
to the hist fall of lain after a long thought, than 
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mdustiy and tiade lesponded to the new supplies 
of gold from California and Australia The 
normal effects of an inflation of the money- 
supply of the woild due to natuial causes, and 
not to any purposed action of Government in 
tampering with the stamlaid of defeiied pay 
ments, has been studied by some of the soundest 
and wisest of economists, and the geneial 
weight of then testimony beais stiongly on the 
side of the advantages deiived fiom such a cause 
A natuial metallic inflation caaies with it no 

it, for it is due eithei to the discoveiy of new 

aits Being, thus, free fiom the cuise which 
attends an inciease of papei money designed to 

such an inflation can be looked at without pre- 
judice The subject is one susceptible oi gitat 
exaggei ation It is also one which may be ti eated 

distinctly false to life as any that could be due to 
tmth doubtless lies between the extieme claims 
and even miraculous vntue to the natuial mcieabe 

apiuni Older But I believe that the tiuth lies 
much neaiei the foimei than the lattei line The 
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weighty argument of David Hume is the first 
which should be quoted in any discussion of this 
subject 

" It is ceitam that, since the discoveiy of the 

the nations of Euiope, except in the possessois 
of those mines , and tins may be justly ascribed, 

and silvei Acco\dmgly we find that, in eveiy 
kingdom into which money begins to flow in 
gicitei abundance than foimeily, evciythmg 
takes a new face , Ubom and mdustiy gain 
life , the mei chant becomes moie entcipusing, 
the manufactuiei moic diligent and skilful, and 

alacnty and attention To account, then, 

though the high price of commodities be a 

that mctease, but some time is required before 
the money cnculates thiough the -whole state 
and makes its effects to be felt on all lanks of 
people At fiist no alteration is perceived, by 
degiecs the puce uses, hist ol one commodity 
and then of anothei, till the whole at last leaohes 
a i t p )poition with the new quantity of spec e 
! cl the kingdom In my opu o t s 

between the acquisition of money and use of 
puces that the incieasmg quantity of gold a 1 
iilver is f.ivouiable to mdustiy When any 



92 APPENDIX 

quantity of money is impoited into a natron, 
it is not at hist dispeised into many hands, but 
ib confined to the coffeis, of a few peisous, who 
immediately seek to employ it to advantage 
It is easy to tiace the money in its piogiess 
thiough the whole commonwealth, wheie we 
shall find that it must fust quicken the diligence 
of eveiy individual befoic it mci eases the puce ot 
laboui "(Essay on Money ) 

In the foiegomg icmarks, Hume undei states 
tlie advantages of a metallic inflation In ad- 
dition to all which he alleges, theie is the 
nnpoitant consideration of the effect ot such a 
cause upon the buiden of existing indebtedness, 
both public and pnvate Tlie woild is always in 

The milustiy, the activity, the enteipusc, of the 
g e t o p tl e tag a e he ly wo gl te 1 
by obi gat o t tie p t 11 fig ton 

t lly 1 gl te ed by a t of go ne t d 
mp 1 e ho n tl e lebto la tl o t o 1 

ado t b to wl 1 ll t d 

a n 1 ef fa o t gl g y be efit wl cl 
no.) le 1 11 1 ed nea 

B t 1 tl effct o ol to y 

deg b o gl t b t by at al n 

111 t t be wl oily be fl al II t 

tlcg t 1 1 o e f U xtee tl 1 
e e te the t e d -n n 1 gtle wegll f 
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feudal buidens, cutting down the effective 

weight of obligations denvcd horn the past, had 
tioned by Hume, not only m extending 

industiy up to a new and highei plane, seems 
beyond question To show that this view is not 
without the suppoit of iccogniztd economic 

the fust of Fiench Economists, and of J R 

English School 

M Chevaliei says "Such a change will 
benefit those who live by cm tent Uboui , it will 
injuie those who bve upon the Cunts of past 
laboui, whethei then fathei's 01 then own In 
this it will woik in the same duec-tioa with most 

th it gieat law of civili/ation to which we give 
the noble name of piogiess " Mi McCulloch 
has peihaps taken even stionger gioimd He 
declaies that, " while, like a faU of iam aftei A 

ceitam classes, it is beneficial to an incompaiably 
engaged in industrial pinsuits, and is, speaking 

tage " With refeience to this statement of Mi 
McCulloch, Piofessoi Tevons (1868) icmaiks 
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(Investigations in Currency mid Finance): "I 
cannot but agree with Mr. McCullocli that 
putting out of sight individual cases of hardship, 
if such exist, a fall in the value of gold must 
have, and, I should say, has had already, a most 
powerfully beneficial effect. It loosens the 
country, as nothing else could, from its old bands 
of debt and Imbit. It throws increased rewards 
before all who are making and acquiring wealth, 
somevhat at the expense of those who are 



Kxliad fiom " The Effect*, of Gieat DiMvuiev 
of the Pi ccioiv, Mttals " ' 

J SHILID NICHOLSON, ScD, LLI) 

fmjeaso, of Pohtual kamomy m Ihf Umwnty <tf KMnuqk 

IN the sixteenth centuiy, tlie new supplies of 

thiough hei dis(ovenes and mihtaiy successes in 
Amenca, and weie laigely squandeied 111 ambi- 
tious political schemes in Euiope , but in the 
imtuial couise of things, they soon iouud then 
uay into the gieat channels of tiade 

At that time, the Netlieilands held the com- 
mercial supiemacy of the world, and Antweip 
was the Queen of the Netlieilands It was almost 
entirely by tiade that the Dutch amassed then 
wealth The celebiated descnption of Holland, 
wntten about the middle of the seventeenth cen- 
tuiy, is equally tiue of the sixteenth " Nevei 
any countiy tiaded so much and consumed so 
little , they buy infinitely, but it is to sell again 
In shoit, they fuimsh infinite luxuiy which 
they nevei practise, and tiafflc in pleasures they 
nevei taste" It was, then, thiough the gieat 
cities of the Nethei lands, with their wide-spiead 

1 Repimtecl in Money mil Monetta y Pnttmu 
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ing trade connections, that the tieasuies of Mexico 
ind Peiu weie diffused ovei the woild, and no 

dcaiest City m Europe 

pose that, even in the sixteenth centuiy, when 

notions, quite undeveloped, this distnbution of 
the new supplies of the pieeious metals took 
place, without any othei noticeable lesult than a 

uici ense in pioduction It is easy to speak of a 

of this use, but when we descend to details and 
conciete facts, theie is no moie difficult problem 
than to raeasuie such a geneial use, and to ac- 

locihties and paiticulai commodities Geneial 
lelative puces of paiticular commodities aie m- 
the demand and supply 

time when England was beginning to feel the 
effects of the new treasuie, that all the commo- 
dities of Greece, Syna, Egypt, and India, weie 

ably owing to the fact that, by a dnect tiade 
tluough Turkey, the charges ot the Venetian 
cauier were dispensed with 
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At the same time, too, if weiefei to contem- 
pouny wnteis on the social state of England, 
<md to the statutes p.issed fyf paternal govem- 

to suppiess the symptoms, we 'hud side by side, 

and dangeioiis giowth of otheis 

We find that caietul and piudent moruich, 
Queen Elwibcth, aided by still moic caichil and 
piudent counsellois, issuing legulations, on the 
one hand, to check the growth of London by 
actually piolubitmg new buddings, and on the 

to othei towns, to icstoie then fonnei piospeuty 
As with places mid commodities, so it is witl^ 

of William Staffoid, the knight asks of the 

should have gieatei lossc heieby, than these men 
had piodt?" And the icply shows foi the tune 
a singular grasp of economic pnnciplcb " It is 

by .i stinted rent 01 stypcud Thciefoic 

yceste they doe, and all to seeke to maintain 
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yet they came shorte theiem The other 

soite be even serving men and men of aue, 
that having but then olde and stinted wages can- 
not finde theiewitii as they might aforetime with- 
out laum 01 spoik " 

It was peculiarly difficult foi the people of 

the piecious metals, , foi, apait fiom cunency 
causes, influences, weie at woik which weie 
effecting great changes m lelative prices, and, 
consequently in pioduction Even befoie the 
mines of Potosi were discovered, English wool 

demands, and, as a consequence, gieit sheep- 
walks weie takuig the place of tillage, and the 

m the piesent centuiy m Scotia 1 

No doubt, howe\ei, wool being easily earned, 

duce, felt the influence of the new money nost 
these and similai causes ot vanntions in value, .1 

to the debasement of the coinage by Hemy VIII 
and his son The effects of this debasement were 
too obvious to be ovei looked, and it was natuial 
for people to expect that, as the abuse was 
remedied, as it speedily was, by Queen Eh/abeth, 
pi ices would be lestoied to then foimei le\el 
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silvei leached this countiy in effective amounts 
)ust as the coinage was i efoi med, and consequently 
puces did not Ml 

Uefoie passing from the sixteenth century, let 
me resume in ,i few woids the general effects of 
the discovers 

at the time when the cuihsed \voild was bieakmg 
thiongh its mediaeval fetteis Tlie discovery of 

pii itmg new hnds ind new treasuies , the Church 
of Rome, which had weighed down individual 
ficcdom, not meiely in matteis of speculate e 

are iccustomed to considei matteis of piactical 
form of speculative tiade partook ot the natuie 
of dependent paupers, was the most gigantic 

HOI Id has ever seen, was compelled to relax 
its hold The old mdnstiial guilds, which had 
tlueitcned to entail the trade of the nation, as 
the nobility had entiiled the land, m a few 
families, and had become in the woids of Bacon, 
hateimties in evil, found, on the one hand, that 
the uaftsmen weie fleeing into the country, and 
to the towns not oppressed with guild regulations, 
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the interests of the geneial public, vis detei- 

mteiest, to confiscate then wealth The guilds, 
like the chinch, weie diseo\ tmig that they must 
yield to industii.il freedom and competition , 
even Queen Elizabeth, 111 spite of hei stiong 
will, had it last to give way in the mattei 

long since begun to conupt the woild, such as 
slovenly cultivation in common of old crops and 
old weeds by old methods, were beginning to 

tine, much liaidslnp and social discomfoit, but 
prepanng the way foi giving Butnm the lead in 
agncultme, in shoit, ftom whatevei point it is 
legaided, the sixteenth century showed signs of 
the bi caking up of an old system, which tested 
on law, custom and supeistition, and the appear- 

woilcl, with its freedom of contiaets, and ficedom 
of competitions The medieval edifice was full 
of cracks and semis, and the new tieasure may 

ig its way into these eiaeks, legaidless of all 

meit and made the whole stiuctme tottei I 
tuist you will not think this metaphoi c\ag- 
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' poke of i o many counters so 



all tie p 1 ct n I tnbution, and exchange 
of eiltl e t on p res the pi ice of land, the 
p ce of cap t 1 tie puce of lahoin tint, 



i-hethe 



the 






id ( 



iely interested i 
tion of wealth, 



nd, 



aeqH 

pnate illustiations of the effects of money, not 

children's games of cauls 01 in the abstiae- 

tions of the pure mathematician, but m the gieat 

wives 01 gunpowder Not that I mean to 
imply that the effects of the discoveues in the 



aiy, 1 



:>nable 



doubt, that if the stock of the piecious mails, 
had not been mci cased, simultaneously with the 
opening up of new lontes to the Eist and the 

the piogiess which took place would have been 
intended only to convey in idei of the enounous 
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powei of monetaiy changes , and that in this 
cisc the distmbance was bcnehcml, we have 
the authoiity of the Unto? >j of Pnccs by Tooke 

work on the histoiical side of Political Economy 
eiei written It is tlieie asset led, Unit "we 
have the fullest w.m.nit foi concluding that, any 
paih.il inconvenience tli.it might ansc fiom the 
effect ot the Amuican supplies of the sixteenth 
eentiny in laising puces w.is compensated and 
icpaicl i hundicdfold by the activity, the ex 

and cray act which dignifies human life, 01 

1 cannot do better than again quote fiom the 
atithois of the JSisloi y of Pi ICLI, some weighty 
rcmaiks on the period between 1818-185t> 

"The lapid mcicase m uulways in eveiy pait 
of the woild, the nnpiovemcnts in the naviga- 
tion and speed of ships the lapid spiead of 
population into new and fcitile icgions, the 

with which they aie applied to inuease the 
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efficiency of all mechanic il appliances , and 
perhaps, moie powerful than all, the setting ftcc 

oi some of tlie leading commeicial states, by the 
of Fiee 'liadc, aie aU causes which, singly and 

piogiess (but with .ill this), the influence ol the 
neto supplier oj gold, yc.ii by yeai , has pi ob ibly 

which has modihcd in the most powei ful degree 
the economical uid commei ual history of the 
last nine yeais " 

The punuple of the mflutnce is piecisely the 

aie difleient 

In the sixteenth ccntui y silvei was obtained by 
the Spmuiuds tluough phindeiing and sl.iuglitei- 

occupicd, with the ostensible pin pose of spreading 
Europe hist of all in payment of finthei 
comse of hade it i cached the Dutch that its 

In the nineteenth ccntui v, on the othei hand, 
fiom tlie outset, oommeicial influences ilone 
detei mined the acquisition and distnbution of the 

piocesses by which the new gold was distributed 
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punuple The distnbution took place in the 
piecise ptopoition m which the extended demand 
foi commodities, which onginally pioctededfiom 
the Libomeis who picked up the gold, set in 

01 eased amounts ot capital to supply fust the 
wants of the gold countnes, and, secondly, the 
wants of those who traded with these counts ics 

Time will not permit me to point out m detul 
tiie way in which the great development which 
had taken place in banking and ciedit genei illy, 
mcica eel both the rapidity and the degiee of the 

on the mam lesult, and that is not that the 
game of comma ce was now played foi higher 
nominal stakes foi moie yellow tokens but 
that the whole mdustiy of the civilized woild was 
quickened with new life, and th.it the pioduction 
and consumption of all kind;, of leal wealth weie 

but the use was not in mmy cases in piopoitiou 

metals, and it did not meiely mean the piofit of 
debtors it the expense of cieditois The new 

amount of wealth at highei figmts, and play the 
foi nil that, a gieitei quantity ot leal wealth 



